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While the theoretical and empirical finance literature has focused almost exclusively on enterprise credit, about half of credit extended by banks to the private sector in a sample of 45 developing and developed countries is to households. The share of household credit in total credit increases as countries grow richer and financial systems develop. Cross-country regressions, however, suggest a positive and significant impact on gross domestic product per capita growth only of enterprise but not household credit. These two findings together partly explain why This paper-a product of the Finance and Private Sector Team, Development Research Group-is part of a larger effort in the department to understand the consequences and determinants of financial sector development. Policy Research Working Papers are also posted on the Web at http://econ.worldbank.org. The authors may be contacted at T.Beck@uvt. nl, frioja@gsu.edu, or nvalev@gsu.edu.
previous studies have found a small or insignificant effect of finance on growth in high-income countries. In addition, countries with a lower share of manufacturing, a higher degree of urbanization, and more marketoriented financial systems have a higher share of household credit. It is thus mostly socio-economic trends that determine credit composition, while policies influencing banking market structure and regulatory policies are not robustly related to credit composition.
1.

Introduction
The theoretical and empirical finance literature has focused on enterprise credit. Most theoretical models with endogenous financial intermediation focus on an enterprise in need of external finance for investment or production purposes (see Levine, 2005 for an overview). The empirical finance and growth literature has been motivated by the observation of financing constraints for enterprises in many developing countries (McKinnon, 1973 ) and industry and firm-level data have been used to address the causality issue (Rajan and Zingales, 1998; Beck, Demirguc-Kunt and Maksimovic, 2005) . Even the microfinance revolution started from the observation that lack of access to credit is the only constraint that holds poor entrepreneurs back (Armendariz de Aghion and Morduch, 2005) .
However, the focus on enterprise credit in both the theoretical and the empirical finance literature does not sit well with reality. Household credit is a major part of overall private sector credit in many countries and its importance has been increasing. For example, the share of credit to households as share of total credit has increased from 27 percent in 1980 to 58 percent in 2000 in South Korea, from 12 percent to 56 percent in the U.K., and from 31 percent to 58 percent in Uruguay. During the period from 1994 to 2005, household credit was greater than firm credit in 18 out of 45 countries for which data are available. What explains the cross-country variation in the share of firm and household credit? Does the increasing importance of household credit have implications for the finance-growth link?
This paper (i) documents the important role that private sector lending to households plays in many financial systems around the world, (ii) assesses whether bank lending to enterprises and households have independent impacts on GDP per capita growth, and (iii) relates the share of household in total credit to different socio-economic country characteristics as well as financial sector policies. First, we decompose a standard measure of financial developmentclaims of deposit money banks on the private domestic sector relative to GDP -into credit to enterprises and credit to households and document the variation of this decomposition across countries and over time. Second, we assess whether measures of bank lending to enterprises and to households enter independently in standard OLS and IV cross-country growth regressions.
Third, we use cross-country regressions to explore different country characteristics that can explain cross-country variation in the share of household credit.
Understanding cross-country variation in household and enterprise credit is important for several reasons. First, understanding the determinants and consequences of credit composition can have important repercussions for theory. If household credit has an independent impact on growth, this has repercussions for how theory should model the link between financial sector development and economic growth. Second, decomposing overall bank lending into its components might help us understand why the effect of financial development on growth varies across countries at different levels of economic development and provide insights into the channels through which financial systems foster economic development. Specifically, Aghion, Howitt, and Mayer-Foulkes (2005) and Rioja and Valev (2004 a,b) show that there are nonlinearieties between financial sector development and economic growth. Finally, finding a differential impact of enterprise and household credit on growth can have important implications for policy makers who are interested in maximizing the growth effect of financial sector policies.
While the corporate finance literature has focused on enterprise credit, the household finance literature has focused mostly on asset allocation decisions (Campbell, 2006) . Theory has shown how financial development allows enterprises to overcome financing constraints with positive repercussions for investment, innovation and economic growth.
1 Empirical studies have documented the link between financial market imperfections, firms' financing constraints, firm growth and economy-wide growth. 2 Relaxing liquidity constraints on households and providing them with easier access to credit can result in lower excess sensitivity of household consumption to business cycle variations (Jappelli and Pagano, 1989; Bacchetta and Gerlach, 1997; Ludvigson, 1999) . While household credit might thus help households to smooth out their consumption and potentially lead to welfare improvements, theory provides ambiguous predictions about the effect of household credit on economic growth. While Jappelli and Pagano (1994) show that alleviating credit constraints on households reduces the savings rate, with negative repercussions for economic growth, Galor and Zeira (1993) and De Gregorio (1996) show that household credit can foster economic development if it increases human capital accumulation. Specifically, Jappelli and Pagano (1994) show for a sample of 25 middle-and high-income countries that lower liquidity constraints on households, proxied by the loan-tovalue ratio for mortgages, are associated with a lower savings rate and lower GDP per capita 1 growth, while De Gregorio (1996) shows for a sample of 20 OECD countries that higher loan-tovalue ratios are associated with higher secondary school enrolment, but not with economic growth.
3 Both theory and previous empirical work thus provide ambiguous predictions, with the effect of household credit on economic growth mainly depending on the use of the credit.
Unlike our paper, most previous empirical work has been limited to OECD countries.
Theory also provides little guidance regarding which factors should drive the composition of credit to the private sector. 4 We therefore relate our analysis of cross-country variation in the share of household credit to the basic analytics of credit provision by financial institutions -economizing on transaction costs and improving risk management (Diamond 1984 , Ramakrishnan and Thakor 1984 , Boyd and Prescott 1986 , Williamson 1986 , Allen 1990 , among many others). Household loans are typically of smaller size and households typically are harder to evaluate and have less collateral to offer, so that both transaction costs and information asymmetries constitute a higher hurdle. In our cross-country analysis, we will therefore relate different country characteristics to the degree to which financial institutions can overcome these market frictions.
Analyzing credit composition across countries and over time shows that the share of household credit increases as countries develop economically and financially. Cross-country regressions with data averaged over 1994 to 2005 suggest, however, that only bank lending to enterprises, but not to households, is linked to GDP per capita growth. The increasing importance of household credit for higher-income countries and its insignificance in growth regressions can explain the non-linear relationship of overall financial development with economic growth documented by other studies. Exploring country characteristics related to credit composition shows that the share of household credit is related both to demand and supply-side constraints, but not to banking market structure or regulatory policies. Specifically, the share of household credit is higher in more urban societies and in countries with smaller manufacturing sectors. Market-based financial systems where firms can access alternative 3 The literature using micro-level data on household credit also provides ambiguous results. Karlan and Zinman (2006) find a positive effect, while Coleman (1999) finds no effect of microcredit on households' welfare in South Africa and Thailand, respectively. 4 While Jappelli and Pagano (1989) discuss the determinants of consumer debt, rather than the composition of credit, they provide useful discussion on some supply and demand side factors of consumer credit. On the supply side, they concentrate on interest spreads and on indicators of credit rationing and on the demand side, on tax incentives to borrow, the age structure of the population, the earnings profiles of consumers, and their preferences.
2 financing sources through capital markets have a higher share of household credit. While overall institutional development is positively correlated with the share of household credit in total credit, effective contract enforcement is negatively associated with the household credit share.
Once we control for legal origin and the religious composition of countries, however, the correlation with institutional development and legal system efficiency turns insignificant.
This paper is related to a large body of literature on finance and growth, as surveyed by Levine (2005) . Aghion, Howitt, and Mayer-Foulkes (2005) , however, provide theoretical and empirical evidence that financial sector development helps countries catch up to the productivity and thus income level of high-income countries, while it is not related to growth in high-income countries. Along similar lines, Rioja and Valev (2004a,b) show that financial sector development has a strong growth effect for middle-income, but a smaller effect in high-income countries. Neither of these papers, however, has considered the composition of credit. 5 This paper is the first to assess the independent impact of firm and household credit on economic growth across a broad sample of countries.
This paper is also related to the literature on the determinants of financial sector development. Researchers have focused on macroeconomic stability, legal system efficiency and the information framework as explaining cross-country variation in financial sector development (Boyd, Levine and Smith, 2001; Djankov, McLiesh and Shleifer, 2007; Beck, 2006) . Market and ownership structure have also been related to cross-country variation in financial sector development (La Porta, Lopez-de-Silanes and Shleifer, 2002; Demirguc-Kunt, Laeven, Levine, 2004; Claessens, Demirguc-Kunt and Huizinga, 2001) . Finally, bank regulatory and supervisory approaches have been shown to be critically linked to differences in financial sector development (Barth, Caprio and Levine, 2006, La Porta, Lopez-de-Silanes and Shleifer, 2006; Beck, Demirguc-Kunt and Levine, 2006) . This paper assesses whether these different policies have a differential impact on enterprise vs. household credit.
This paper is a first attempt at understanding the composition of bank lending across countries and is therefore subject to several caveats. First, the definition of household vs. firm credit is not homogenous across countries and our variable is therefore subject to measurement error. Further, a strict separation into firm and household credit might not be possible in the case of proprietorships. Second, cross-country regressions are subject to the usual biases of endogeneity and simultaneity. While in the growth regressions we control for these biases by employing instrumental variables, our estimations of credit composition across countries do not control for endogeneity and we therefore do not interpret the findings as causal relationships.
Finally, due to data constraints, we focus on bank lending to households and ignore lending to households by non-financial institutions, an increasing phenomenon in many high-and middleincome countries.
The remainder of the paper is organized as follows. Section 2 discusses the construction of our main variable of interest. Section 3 presents the results from cross-country growth regressions when introducing separate measure of enterprise and household credit. Section 4 explores country characteristics and policies associated with credit composition. Section 5 concludes.
Decomposing Bank Lending
Standard financial sector indicators focus on the aggregate value of credit to the private sector by deposit money banks, but do not distinguish between lending to households and lending to firms. in Malaysia during the same period.
The correlations in Table 2 indicate that both Enterprise Credit to GDP and Household
Credit to GDP are positively and significantly correlated with Bank Credit to GDP. As banking sectors develop, however, the share of household credit increases, as can be seen from the positive and significant correlation of Household Credit Share with Bank Credit to GDP.
Similarly, while economically more developed countries have higher ratios of both enterprise and household credit to GDP, the relative importance of household credit increases.
Economic development can influence the provision of household credit both through the supply and demand channels. On the one hand, rising incomes will allow a larger share of households to overcome the threshold of minimum loan size for consumer and mortgage loans (Beck, Demirguc-Kunt and Martinez Peria, 2007) . On the other hand, the cost of financial service provision declines with economic development (Harrison, Sussman and Zeira, 1999) .
Both trends should increase the share of household credit in total bank lending. Figures 1 and 2 illustrate the positive correlation between economic and banking sector development and the importance of household credit. Specifically, we show the average Bank Credit to GDP ratios and the shares of household credit in total credit across three different groups of economic development. In particular, we divide countries into three groups, according to the 33 rd and the 66 th percentile of GDP per capita in the sample. Bank Credit to GDP increases with GDP per capita, from 25% to 58% to 94%. We observe a similar pattern with regards to the share of household credit. Whereas household credit is 40% of total credit in the lowest third, it is 63% of total credit in the middle third of countries, and 72% in the richest third. Thus, the share of household credit is greater in countries that are more developed financially and economically.
We also observe sizeable variation in the household credit share over time for the countries where historical disaggregated credit data are available. Credit to GDP (Figure 2 ).
Enterprise vs. Household Lending -Does it Matter?
This section assesses whether there is an independent impact of bank lending to enterprises and households on GDP per capita growth. We will be utilizing standard OLS and IV cross-country growth regressions, introducing separate indicators of bank lending to enterprises as ratio to GDP and bank lending to households as ratio to GDP. This section first discusses the methodology and set of conditioning information and then the main results.
Methodology
We run cross-country growth regressions to assess the impact of bank lending to enterprises and households on economic growth, averaged over the sample period 1994 to 2005.
where y(i) is log of real GDP per capita and C is a set of conditioning information. The coefficients of interest are β 1 and β 2 . We run regressions where we force β 1 = β 2 , thus replicating the standard finance and growth regression with the aggregate measure of Bank
Credit to GDP, regressions with β 1 =0, regressions with β 2 =0 and regressions where we allow β 1 , β 2 to enter independently.
To assess the strength of the independent link between bank lending to enterprises and households and economic growth, we control for other potential determinants of economic growth in our regressions. Following the finance and growth literature, our set of conditioning information includes (i) the log of initial real GDP per capita to control for convergence, (ii) secondary school enrolment to control for human capital accumulation, (iii) the share of exports and imports to GDP, (iv) the inflation rate and (v) the ratio of government expenditures to GDP. 6 Similar sets of conditioning information were used by Beck, Levine and Loayza (2000) and Beck and Levine (2004) . 7 Specifically, an extensive literature has discussed the empirical observation that British Common Law countries have better developed financial systems than French Civil Code countries, with German and Scandinavian Civil Code systems falling in between. As most countries acquired their legal system through colonization or occupation several centuries ago, legal origin can be considered an exogenous variable. See Beck and Levine (2005) for an overview. 8 Specifically, they show that countries with predominantly Protestant population have stronger creditor rights.
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Results
The Table 4 Credit to GDP and GDP per capita growth. When we include both Enterprise Credit to GDP and Household Credit to GDP, our findings are confirmed (column 4). 10 Among the variables in the set of conditioning information, only government consumption enters consistently with a negative and significant coefficient. In unreported regressions, we confirm our findings in a smaller sample that excludes 13 transition economies. Throughout all of the analyses in this paper, we identify and assess the potential impact of outliers by following the methodology of 9 The results suggest that legal origin explains primarily the variation of enterprise credit whereas religious composition explains primarily the variation of household credit. This does not mean that Enterprise Credit to GDP does not vary across different legal families or that Household Credit to GDP does not vary across countries with different religious preferences. Rather, these variables cannot explain residual variation in the two types of credit after controlling for initial GDP per capita and other country factors that we will include in the second stage regressions. 10 Further, a difference test between the coefficient on Enterprise Credit to GDP and Household Credit to GDP is significant. The relationship between Enterprise Credit to GDP and GDP per capita growth is robust to controlling for endogeneity and simultaneity and measurement biases (column 5). When instrumenting for both Enterprise and Household Credit to GDP with legal origin and religion, Enterprise Credit to GDP continues to enter positively and significantly. The Sargan test of overidentifying restrictions is not rejected, suggesting that legal origin and religious composition affect GDP per capita growth only through one of the explanatory variables. As reported in Table   3 , the first stage F-tests confirm the relevance of our excluded exogenous variables. 12 While subject to the usual caveats of cross-country instrumental variable regression -bias due to lagged dependent variable, potentially weak instruments and lack of instruments for other explanatory variables -these findings suggest that the relationship between Enterprise Credit to GDP and GDP per capita growth is not driven by endogeneity or simultaneity and measurement biases.
The results in Table 4 suggest that only the component of private sector lending going to enterprises is robustly linked with economic growth, while bank lending to households is not.
Given that the statistical and economic significance of Bank Credit to GDP and Enterprise Credit to GDP are almost the same, and that the R square increases when we use Enterprise Credit to GDP instead of Bank Credit to GDP, our results suggest that Enterprise Credit to GDP might be a better measure of the growth enhancing role of financial sectors than Bank Credit to GDP. Our results confirm theoretical predictions that financial institutions and markets foster economic growth through alleviating firms' financing constraints. They are consistent with the empirical finance and growth literature analyzing the relationship between financial sector development and firms' financing constraints and growth. They are also consistent with an ambiguous relationship between household credit and economic growth, with positive effects through human capital allocation and negative effects through dampening the savings rate canceling each other out.
Several studies have found that the finance-growth link is much weaker or even nonexistent for high-income countries (Aghion, Howitt and Mayer-Foulkes, 2005, Rioja and Valev, 2004a,b) . Could the lack of significance of Household Credit to GDP in growth regressions and the positive correlation of the share of household credit in total credit with GDP per capita explain why the relationship between banking sector development and economic growth turns insignificant for high-income countries?
The regressions in Table 5 show that Bank Credit to GDP is only significant for countries at or below the median of initial GDP per capita, while Enterprise Credit to GDP is significant at the 10% level up to the 75 th percentile of initial GDP per capita. Here, we add interaction terms of Bank Credit to GDP (column 1), Enterprise Credit to GDP (column 2) and Household Credit to GDP (column 3) with the log of initial GDP per capita to assess whether there is a differential effect of banking sector development across different levels of economic development. Further, we report the overall effect of banking sector development at different levels of initial GDP per capita. The column 1 regression of Credit to GDP and GDP per capita growth, on the other hand, is more precisely estimated.
Specifically, the relationship between Bank Credit to GDP and growth is significant for GDP per capita between 1,000 and 8,000 dollars, while the relationship between Enterprise Credit to GDP and growth is significant for GDP per capita of up to 16,000 dollars.
Summarizing, the positive impact of financial development on growth has been driven by bank lending to enterprises rather than to households. While borrowing by households might have other positive effects such as reduced consumption volatility over lifetime, there is no independent impact of bank lending to household on medium-term economic development.
14 The increasing importance of household credit in total credit in high-income countries documented in section 2 also explains why the impact of overall bank lending on GDP per capita growth in these countries is insignificant. The relationship between Enterprise Credit to GDP and GDP per capita growth turns insignificant at higher levels of GDP per capita than the relationship between Bank Credit to GDP and GDP per capita growth. The finding that credit composition matters for the impact of finance on growth also raises the question of what drives credit composition across countries. We turn to this question in the next section.
Enterprise vs. Household Lending -Who Gets the Credit?
While section 3 has established a significant relationship between credit composition and GDP per capita growth, we now turn to country characteristics and policies that explain this variation across countries. This section first discusses the explanatory variables that we will be utilizing in our analysis before turning to the results.
Explanatory variables
While the theoretical literature does not provide us with any direct guidance to which variables should explain best the composition of credit, we can use the basic intuition of models of endogenous financial intermediation. What does the severity of market frictions imply for the composition of credit to household and firm credit? To which extent can lenders use the recent technological advances to expand lending to households? First, we expect a higher share of consumer lending if there is sufficient clientele in order to overcome scale diseconomies of lending to borrowers with small financing needs. Second, the environment in which lenders work has to be conducive. In the following, we will discuss different variables, organized into groups, associated with transaction costs and information asymmetries. Specifically, we will consider (i) elements of economic 15 See Levine (2005) for an overview. structure related to supply and demand of firm and household credit, (ii) elements of the contractual, information and macroeconomic environments shown to be important for banking sector development, (iii) banking market structure and (iv) bank regulatory policies. We will test the relationship between credit composition and different groups of country traits before performing a horserace among these different groups. 
Economic and financial structure
We include several country traits that proxy for supply and demand factors associated with household vs. firm credit. A large number of similar loans can help lenders overcome diseconomies of scale, as can geographic concentration of borrowers and we therefore conjecture that the share of urban population in a country is positively associated with a higher share of household credit in total credit. A higher share of the population working in the informal economy, on the other hand, is likely to be negatively associated with household credit, as households working in the informal sector lack the necessary formal documentation to access formal banking services. A higher share of manufacturing is also expected to be negatively associated with the share of household credit in total bank credit, as it might indicate a higher demand from enterprises. Finally, as capital markets gain in importance and thus the opportunities for enterprises to access alternative external finance sources rather than being limited to bank finance (Demirguc-Kunt and Levine, 2001), banks are forced to look for alternative lending opportunities. We therefore conjecture that the share of household credit in total bank lending increases as markets gain in importance vis-à-vis banks, as measured by financial structure, the log ratio of value traded to bank credit, using data from Beck,
Demirguc-Kunt and Levine (2000)
. 16 While we have already shown a positive relationship between the share of household credit and economic development, we will not include GDP per capita in our regression analysis because of multicollinearity concerns. First, GDP per capita is highly correlated with many other country characteristics; however, we are interested, which of these country traits explain the composition of credit. Second, once controlling for other country traits, GDP per capita often does not enter significantly anymore.
Contractual, information and macroeconomic framework
While the literature has established a robust relationship between macroeconomic stability, the efficiency of the contractual and information framework and bank lending, this framework might have a differential impact on firm and household credit with repercussions for the composition of overall bank credit. A priori, the relationship between the contractual framework and the share of household credit is ambiguous. On the one hand, lenders might have to rely more on the contractual framework for "small" borrowers than in the case of large business borrowers. On the other hand, the sums at play in household credit might be too small for the lender to engage the legal system in the first place. Similarly, it is a -priori not clear whether there is any differential effect of inflation on the composition of total private sector lending. On the one hand, most consumer lending is short-term and might therefore be less affected by monetary instability than firm credit. On the other hand, household credit in many countries includes mortgages, which are mostly at the long-end of the yield curve. When it comes to systems of credit information sharing, we would expect a stronger effect on household credit, as households are typically more informationally opaque than medium-size and large enterprises. Consumer lending in both advanced and emerging markets has increasingly relied on historic information about borrowers and credit scoring models, both of which rely on effective credit registries and bureaus (Berger, Frame and Miller, 2005) .
We will use an indicator of creditor rights in and outside of bankruptcy, an indicator of the cost of contract enforcement and an indicator of the efficiency and breadth of credit information sharing, using data from the World Bank's Doing Business database. We will also include an overall measure of institutional development, as developed by Kaufman, Kraay and Mastruzzi (2004) and the inflation rate, as measured by the log difference of the Consumer Price Index.
Banking sector development and structure
We also assess whether credit composition varies with the development and structure of a country's banking system. A priori it does not seem clear whether private or government-owned banks and domestic or foreign-owned banks should be more inclined towards household or firm credit. On the one hand, foreign banks might be more inclined towards the consumer credit market if they can apply innovative and cost-effective technologies from their home market in 14 the host market. On the other hand, if the cost structure is too high or important institutions, such as credit registries, are not in place, foreign banks might be reluctant to go down-market.
Theory has also provided conflicting predictions on the relationship between banking market concentration, competitiveness and access to credit for "small" and opaque borrowers, so that it is a-priori not clear whether we expect a positive or negative relationship.
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To measure banking sector development and structure, we use Bank Credit to GDP, the market share of government-owned banks, the market share of foreign-owned banks and the market share of the largest five banks to proxy for the market structure of banking systems, using data from Barth, Caprio and Levine (2006) .
Bank regulatory policies
Regulatory policies might impact the business environment in which banks work and thus the ease with which they can overcome transaction costs and risks related to lending to households.
We therefore include several indicators capturing different dimensions of the regulatory framework. We use an indicator of activity restrictions on banks that indicates to which extent banks cannot extend their business into insurance and capital market activity and non-financial interfere into banks' business by limiting foreign bank entry, restricting banks' activities and providing deposit insurance. To the extent that household lending depends on innovation and thus a competitive and contestable banking market, we would expect a higher share of household credit in economies with fewer restrictions. Finally, we consider the relationship between the deductibility of mortgage interest from income taxation, conjecturing that this will foster the demand for consumer, especially mortgage credit.
17 While theory and some empirical work suggest that market power might entice banks to invest in long-term relationships with small and opaque enterprises as they know that they can regain the initial investment in the relationship at a later stage (Petersen and Rajan, 1995 
Results
The Table 7 results show that market-based financial systems, a lower share of manufacturing, a higher degree of urbanization, less effective contract enforcement systems, and institutional development are associated with a higher share of household credit, even after controlling for an array of other country traits. Table 7 presents cross-country regression of the share of household credit in total credit on the different country characteristics discussed in the previous section.
We first present regressions with the four separate groups of variables before testing their robustness in a horserace. Finally, we control for legal origin and religious composition, country traits that we showed are associated with the importance of enterprise and household credit relative to GDP. As these are simple OLS regressions, we do not imply any causality from our findings.
We start with a core group of variables that measure different demand and supply factors that capture the economic and financial structure. We find that more market-based financial systems, a higher share of manufacturing in GDP and a higher share of urban population are positively and significantly at the 5% level associated with a higher share of household credit in total credit (Column 1). A higher degree of informality in the economy, on the other hand, is associated with a lower share of household credit in total credit, although this result is significant only at the 10% level.
The Column 2 results suggest that countries with less effective contract enforcement have a higher share of household credit in total credit, while there is a positive association with the overall level of institutional development. Neither creditor rights, nor credit information sharing nor inflation, however, enter significantly in this regression. These findings suggest that while the importance of credit to households, as opposed to firms, increases as countries develop their overall institutional framework, effective contract enforcement is more relevant to firm credit.
There are several explanations one could think of. In the case of small consumer loans, credit to household might rely on the law of large numbers and less on the contractual system in the first place. On the other hand, consumer loans for cars or for housing might be better secured than firm credit and therefore require less reliance on the formal contractual framework. The existence and efficiency of credit registries are not related to a higher share of household credit.
In unreported regressions, we also considered the separate effect of private and public credit registries but could not find any significant relationship either. Macroeconomic stability -while important for overall financial sector development -does not seem robustly correlated with credit composition, once we control for other country traits.
The column 3 regression shows that there is no correlation of the banking market structure with the importance of household versus firm credit. Neither the overall level of banking sector development, nor the concentration of the banking market nor the share of government and foreign-owned banks enter significantly at the 10% level. The low R square of 21% is further testimony to the little relevance that banking market structure has for the composition of credit.
The column 4 regressions suggest that bank regulatory and tax variables can explain little of the cross-country variation in the composition of overall credit. While banking freedom enters positively and significantly at the 5% level and the deductibility of mortgage interest positively and significantly at the 10% level, none of the other regulatory variables enter significantly. The very low R square of 32% further underlines the little that regulatory and tax variables can explain in cross-country variation in credit composition.
The column 5 regression presents a horserace of the variables that are significant at least at the 10% level in columns 1 through 4. We find that the relative importance of capital markets vis-à-vis banks, a higher degree of urbanization, a lower share of manufacturing, better developed institutions and less effective contractual systems continue to predict a higher share of household credit, while the importance of the informal economy, banking freedom and the deductibility of mortgage interest lose their significance in this horserace.
Urbanization, financial structure and the share of manufacturing are the strongest country correlates explaining credit composition. To gauge the economic significance of the different country characteristics, we multiply the coefficients in column 5 with the respective standard deviations. A change of one standard deviation in urbanization, financial structure and manufacturing is associated with a change in the share of household credit between 6 and 6.5 percentage points, or approximately a third of one standard deviation of the share of household credit. A one standard deviation change in contract enforcement and institutional development can explain a change in the share of household credit of 5.7 and 3.4 percentage points, respectively. Overall, the variables included in the horserace regression can explain almost two thirds of the overall cross-country variation in credit composition.
The column 6 regression shows that only financial structure, urbanization and the importance of the informal sector continue to significantly explain credit composition once we control for legal origin and religious composition, while the share of manufacturing in GDP, institutional development, cost of contract enforcement, banking freedom and mortgage interest deductibility do not enter significantly. This regression includes both endogenous country characteristics that change over time and historically predetermined country characteristics, thus ignoring the fact the latter might very well influence the former. Both legal origin and religious composition explain credit composition: 18 Common law and French Civil law countries have a higher share of household credit, relative to the omitted category of transition economies, while societies with a higher share of Muslim population have a lower share of household credit. As a large literature explains the relationship between legal origin and religion, on the one side, and institutional and legal system development and bank regulatory policies, on the other side, it is not surprising that these endogenous variables lose their significance once we control for legal origin and religious composition
The regressions in columns 7 and 8 show that urbanization, the share of manufacturing, banking sector development and inflation explain the share of household credit across countries and over time. Here, we limit our sample to 23 countries, for which we have at least 10 years of data to explore what explains credit composition across time and countries. While regression 7 uses annual data, regression 8 uses five-year averages. We use random effects regressions, consistent with the Hausman tests. These regressions confirm that a higher degree of urbanization and a higher share of manufacturing are associated with a higher share of household credit, while financial structure is not associated with variation in credit composition across countries and over time in this more limited sample. Unlike in the cross-country regressions, we now also find that a higher level of banking development and lower inflation rates are associated with a higher share of household in total credit. The differences between cross-country and panel regressions should not be overemphasized as we are working with different samples, and a large number of explanatory variables do not have time-series variation.
18 F-tests of legal origin dummies and of the religious composition variables are both significant at the 1% level.
5.
Concluding Remarks
This paper is a first attempt to decompose bank credit to the private sector into household and firm credit for a large sample of countries. The data show that household credit is an important part of the lending activities of banks. In fact, in many countries, banks lend more to households than to firms. This observation puts into perspective the large theoretical and empirical literature that has studied the determinants and effects of private credit from the standpoint of firm credit only.
We find that it is bank lending to enterprises, not to households, that drives the positive impact of financial development on economic growth. Further, the insignificant relationship between household lending and growth together with the increasing share of bank lending to households in economically more developed countries go some way towards explaining the nonlinear finance-growth relationship. Specifically, while total bank lending to GDP is not robustly linked to GDP per capita growth in high-income countries, the relationship between enterprise lending to GDP and economic growth is much more precisely estimated across our sample, with even many high-income countries showing a significant relationship.
What country characteristics explain the credit composition? On the demand side, we
show that the share of the informal economy, the importance of manufacturing and urbanization play a role, proxying for the market that lenders can rely on for household credit. Furthermore, competition from other financial markets influences the distribution of bank credit, as the share of household credit is larger in countries where capital markets are relatively more important than banks. Interestingly, credit information sharing does not affect the two types of credit in different ways, while contract enforcement seems to be more important for firm than for household lending. While not significant in the cross-sectional analysis, we find that higher levels of banking sector development and lower inflation are associated with a higher share of household in total credit in a smaller panel over time. Neither banking market structure nor regulatory policies show any robust correlation with credit composition. These results suggest that the relative importance of bank lending to households and enterprises across countries is mostly driven by factors not immediately subject to policy decisions, but rather by differences in economic and financial structure. This also puts the previous finding of an insignificant impact of household lending on growth in a different light.
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Our findings justify the focus of the existing finance and growth literature on enterprise as opposed to household credit. They add further evidence that financial systems foster economic growth by alleviating firms' financing constraints. And they can partly explain the lack of a significant finance-growth link in high-income countries.
This exploration of enterprise versus household credit across countries is an initial assessment of the factors that drive credit composition and its effects. More research is needed.
First, expanding the existing data towards panel data sets with a longer time-series dimension will allow more rigorous testing of both determinants and effects of credit composition. Second, relating credit composition to other financial and real sector outcomes, such as banking fragility and income and consumption volatility, seems a promising and important direction for future research. The graph depicts the average for Iceland, Japan, Korea, Portugal, UK, and the US Dependent variable is the average annual growth rate of real GDP per capita. Initial income per capita is the log of real GDP per capita in 1994, secondary enrolment is the share of the respective age cohort enrolled in secondary schools, government consumption is total govt. expenditures relative to GDP, Trade is the ratio of exports and imports to GDP, Inflation is the average log difference in the Consumer Price Index over the sample period, Bank Credit to GDP is total claims of deposit money banks on private domestic non-financial sector as ratio to GDP. Enterprise Credit to GDP is total claims of deposit money banks on enterprises as ratio to GDP, Household Credit to GDP is total claims of deposit money banks on households as ratio to GDP. Regressions (1) -(4) are OLS regressions, regression (5) is IV regression, with the first stage regressions reported in Table 3 . Robust standard errors are reported. *,**,*** indicate significance at the 10%, 5% and 1% level, respectively.
(1) Financial Structure is the log ratio of stock market value traded to bank credit to private sector. Urbanization is the share of population living in urban areas. Informal economy is the ratio of informal output relative to GDP. Manufacturing is the share of manufacturing value added in GDP. Institutional development is the average of six principal component indicators measuring voice and accountability, political stability, absence of corruption, rule of law, regulatory quality and government effectiveness. Creditor rights is the rights of secured creditors inside and outside corporate bankruptcy. Credit information sharing is an index of the existence and efficiency of credit information sharing systems. Contract enforcement costs are the average costs of enforcing a claim relative to a typical contract value. Inflation is the average annual log difference of the Consumer Price Index over the sample period. Bank Credit to GDP is total claims of deposit money banks on private domestic non-financial sector as ratio to GDP. Concentration is the five-bank concentration ratio. Government and foreign bank shares are the share of majority government or foreign-owned banks in total banking assets. Activity restrictions is an indicator of the extent to which bank activities in the securities, insurance, and real estate markets and ownership and control of nonfinancial firms are restricted. Bank entry restrictions are the regulatory requirements for new banks. Mortgage deductibility is a dummy that takes value one if mortgage interest payments can be deducted from taxable income. Banking freedom indicates the absence of government interference in the banking system, such as regulatory restrictions, restrictions on foreign bank entry and deposit insurance. The dependent is the share of household credit in total credit. The explanatory variables are defined in Tables 3 and  6 . Column (1)-(6) regressions are run with OLS and regressions (7) and (8) 
